RECENT DEVELOPMENT

INTERNATIONALIZATION OF THE KOREAN CAPITAL
MARKET
JIN Moo LEE*
1.

INTRODUCTION

The Korean capital market is proceeding well with its long-term
plan of internationalization. During the last two decades, the major domestic source of corporate finance was indirect bank financing. As it
entered the relatively stable period of the 1980s, however, the Korean
capital market, through direct financing, became the major source of
corporate finance. Thus the Korean capital market is becoming both an
important source of financing for domestic companies and a profitable
area for domestic household investment. Because indirect financing is
both inefficient and costly, the capital market has had to expand to
meet the tremendous growth and demands of the Korean economy.
These circumstances, in conjunction with the growing internationalization of the world's economy, have encouraged and compelled the opening up of Korea's capital market and economy to foreign investment.
In its attempt to achieve the smooth internationalization of the Korean capital market, the Korean Securities and Exchange Commission
(KSEC or Korean SEC) is making efforts to enlarge the balanced supply and demand of blue chips and to streamline the current securities
system by taking into account internationally accepted standards.'
2.

LONG-TERM PLAN FOR MARKET INTERNATIONALIZATION

In January 1981, the Korean government announced the fourstage "Long-term Capital Market Internationalization Plan" (Plan).'
Each stage of the Plan has been gradually implemented in accordance
* Mr. Jin Moo Lee is the Assistant Governor of the Korean Securities and Exchange Commission (KSEC).
As used in this context, "internationally accepted standards" refers to disclosure,
delivery and settlement systems, as well as accounting standards and other securities
trading practices, which are generally available in the international securities markets.
' See Table 1.
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with the existing conditions of the domestic economy and capital
market.
The basic policy of the Plan can be summarized as follows. In the
early stage,3 insufficient economic conditions, created by a high inflation rate and chronic account deficits, led the Korean capital market to
liberalize indirect securities investment. Subsequently, during the second and third stages, 4 direct securities investment will be allowed to
occur more freely. Also, in light of the improvement in Korea's international payments, greater emphasis will be placed on foreign capital inflow.5 Eventually, this policy of favoring free investment will be extended to domestic capital outflow.
These four stages are to be undertaken over one decade, and, during the various stages of implementation, the Plan may be adjusted to
reflect changes in both the international and Korean economies. In
keeping with both the goal of gradual internationalization and the specific results at each stage of the Plan, adjustments to the specific timing
and contents of the Plan can be flexibly made.
3.

PERFORMANCE OF INTERNATIONALIZATION

Since 1981, the Korean capital market, consistent with its longterm internationalization plan, has gradually developed a system fostering liberal investment. As a first step, Korea has opened its capital
market as follows: (i) issuance of certain beneficial certificates solely to
foreigners; (ii) creation of the Korea Fund, Inc. and the Korea Europe
Fund, Ltd.; (iii) domestic companies' issuance of overseas securities;
and (iv) establishment of a firm relationship between domestic and
overseas securities companies.
3.1. Beneficial Certificates Issued Solely to Foreigners
The beneficial certificates that are issued solely to foreigners are
issued by international investment trusts managed by domestic trust
companies. There are several reasons for the establishment of these international investment trusts. First, because the beneficial certificates
are only a means to indirect investment, they have the advantages of (a)
minimizing the risk of diluting the controlling share interests held by
current management in domestic companies, and (b) preventing possible price distortion caused by international investment on the Korean
securities market. Moreover, from the standpoint of foreign investors
3 See Table 1, first stage.
4 See Table 1.
5 See Table 1, fourth stage.
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who have limited access to information concerning Korean companies,
it is more attractive to have a specialized domestic investment trust
company as an intermediary. These measures which protect investors
have been evaluated favorably by foreign investors, and have fostered
both an increase of foreign investment and an understanding of the Korean economy and capital market. The three Korean investment trust
companies have issued seven kinds of beneficiary certificates available
exclusively to foreigners; assets of these certificates are valued at $145
million (see Table 2).
3.2. Korea Fund, Inc. and Korea Europe Fund, Ltd.
The Korea Fund, Inc. in the United States, and the Korea Europe
Fund, Ltd. are legally corporations and distribute their profits to their
investors through dividends. Since these funds are closed-end investment companies, their investors must sell their shares on the stock exchange where each investment company is listed in order to redeem
their investment.6
The Korea Fund was created in New York in August 1984 with
$60 million, and expanded in May 1986 with a $40 million second
offering issue. In April 1987, the Korea Europe Fund opened itself to
European investors in London with a very popular offering amounting
to $30 million. According to the prospectuses of these two foreign established funds, more than eighty percent of their assets should be invested
in Korean securities.
The stock price at the time of the Korea Fund's establishment was
$12, and, since August 1984, the price has risen continuously to reflect
both the growth potential of the listed Korean companies and the strong
overall performance of the Korean stock market. At the end of April
1987, the stock price of the Korea Fund was $62.75 and the net asset
value per share was $30.61. On October 30, 1987, the stock price of the
Korea Fund was $52.63. The highest stock price reached by the Korea
Fund during 1987 was $87.25 on August 19, 1987. By comparison, the
stock price of the Korea Europe Fund, which initiated its activities on
April 7, 1987, recorded a stock price of approximately $22 by the end
of April 1987. The issuing price per share was $10.71. The stock price
of the Korea Europe Fund on October 30, 1987 was $14.50. The highest stock price reached by the Korea Europe Fund during 1987 was
$34 on August 17, 1987.
The Korean SEC enacted the "Rules on Securities Transactions
See Table 3.
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by Foreign Investment Companies"' on August 24, 1984. These regulations were primarily aimed at effectively administering the foreign
investment companies, and at ensuring the stability of the securities
market and at preserving the local management of listed companies.
3.3. Overseas Convertible Bonds
As a part of the second stage of the Plan,' the KSEC has permitted certain listed Korean companies, through the issuance of convertible
bonds, depositary receipts, and bonds with warrants, to raise long-term
funds from overseas capital markets. This step offers major listed companies a significant means of improving their financial structures, enhancing their international recognition, and raising their long-term,
low-cost funds through their direct participation in foreign capital
markets.
The transformation of convertible bonds into shares of the issuing
corporation will be available after a period of time and will give foreign
investors an opportunity to make direct purchases of Korean equity
shares if they wish to convert their bonds. For example, Samsung Electronics, a Korean corporation, issued $20 million of convertible bonds
in December 1985 on the Eurobond market. This bond had been listed
on the Luxembourg Stock Exchange. This issuance marked both the
first time such an issue had been made by a Korean corporation and a
turning point for the internationalization and liberalization of the Korean capital market.
Following the Samsung issue in May 1986, Daewoo Heavy Industries issued $40 million of convertible bonds on the Euromarket and
United States market concurrently. In July 1986, Yukong Company
issued $20 million of convertible bonds on the Eurodollar market.' On
November 12, 1985, the Korean SEC announced the "Regulation on
Administration of the Issue of Overseas Securities by Listed Corporations"10 in order to make it possible for Korean companies to float their
financial instruments successfully and effectively overseas.
3.4. Internationalizationof Securities Companies
To cope with the internationalization of the capital market, Ko7 Amended to Apr. 11, 1986 and Mar. 27, 1987 (English translation available
from the Korean Securities and Exchange Commission).
8 See Table 1.
9 See Table 4.
'0 Amended to Aug. 21, 1986 (English translation available from the Korean Securities and Exchange Commission).
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rean securities companies are trying to enhance their ability to perform
related businesses, to introduce advanced techniques of foreign capital
markets, and to improve the quality of their personnel. In order to get
cooperation from securities-related institutions overseas and to collect
useful data for their businesses, they have established representative offices overseas and have sent their employees to long-term training
courses prepared by respected institutions. It is through these efforts
that these Korean companies are acquiring both experience and knowledge concerning the international securities business.
In response to these efforts, foreign securities companies have been
allowed to establish representative offices in Seoul; to date, a total of
twelve foreign brokerage houses have opened such offices: six from Japan, two from the United States, two from the United Kingdom, and
two from Hong Kong. Meanwhile, Korean securities companies have
set up sixteen overseas offices: six in Tokyo, five in London, four in
New York, and one in Hong Kong. At present, these offices are primarily engaged in collecting information and data because they are not
yet permitted to deal in the securities business. Nevertheless, the Korean representative offices have played an important role in increasing
foreign understanding of the Korean economy and capital market. They
have also assisted in extending the investment ability of international
businesses in anticipation of the full liberalization of the Korean capital
market in the near future. In addition, foreign securities companies
have been allowed to invest in up to ten percent of the total capital of
domestic securities companies.
These joint ventures between domestic and overseas securities companies have had a significant effect. They have heightened the confidence of both domestic and overseas investors in the Korean securities
companies and have developed advanced technology and knowledge
with regard to international business.
4.

CONCLUSION

Because it reflects, rather than simply promotes, economic development, the internationalization of the Korean capital markets cannot
be effectively enforced by compulsory measures. Internationalization,
therefore, should be promoted on a firm and stable basis. Opening the
capital markets of advanced countries has both been encouraged and
has had a positive effect because of the maturity in their domestic economies. Some developing countries with weaker economies, however,
have internationalized their securities markets in an effort to promote
their economies and have had bad results.
The problems posed by the internationalization of a capital market
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cannot be solved by simply improving the systems of a capital market.
As long as it is the last step in a program fostering free trade among
the nations, the internationalization of a capital market, even if carefully studied, cannot be successfully achieved. It remains a far-reaching
and important economic issue.
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LONG-TERM CAPITAL MARKET INTERNATIONALIZATION PLAN
TABLE 1

1st Stage ]

-

To be allowed

(i) International securities investment trust funds
for foreign investors provided by domestic
investment trust companies
(ii) Off-shore closed-end fund such as Korea
Fund
2n

agi1

-

To be permitted domestic companies to issue
overseas securities such as CBs, DRs, etc.

-

To be allowed direct portfolio investment for
foreign investors

-

Full liberalization of the securities market in
the early 1990s
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KOREAN TRUST FUNDS FOR FOREIGNERS

TABLE
Funds for
Foreigners

Investment
Manager

2

Date of
Establishment

Amount
(US$ Mil.)
Credit Suisse-First
Boston

Korea Int'l
Trust

KITC (1)

11/81

S 25

Korea Trust

DITC (2)

11/81

25

Merrill Lynch

Seoul Int'l
Trust

KITC

4/85

30

Baring Brothers
Vickers da Costa

Seoul Trust

DITC

4/85

30

Prudential-Bache
Securities

Korea Growth
Trust

CITMC (3)

4/85

30

Jardine Fleming
Nikko Securities

Korea Small
Companies
Trust

KITC

12/85

2

Baring Brothers
Daewoo Securities

Korea Emerging
Companies
Trust

DITC

3/86

3

Nomura Int'l Ltd.

Total

$145

(I) KITC: Korea Investment Trust Company Ltd.
(2) DITC: Daehan Investment Trust Company Ltd.
(3) CITMC: Citizens Investment Trust Management Company Ltd.
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COMPARISON OF THE KOREA FUND, INC. AND
KOREA EUROPE FUND, LTD.
TABLE
Korea Fund, Inc.

3
Korea-Europe Fund, Ltd.

I Closed-end

Type

Closed-end (Company type)

Residence

U.S.A. (Maryland)

U.K. (Guernsey)

US $60 mil.
(@ US $12X5 mil. shares)

US $30 mil. (net amount)
(@ US $10.71X3 mil. shares)

Capital Stock
-Initial

(Company type)

-Second

US $40 mil.
(@ US $32.25X1,240,310
shares)

Listing

New York Stock Exchange

London Stock Exchange

5% of the total outstanding
shares

3% of the total outstanding shares

Investment
Restriction
-In

one issue

-In

one industry 25% of the total' net
asset

25% of the total net asset

Portfolio
Management
Company

Scudder, Stevens &
Clark Co. (U.S.A.)

Korea Schroder Fund Management Ltd.
(joint-venture investment company between
4 Korean securities companies and
Schroder Investment Management Ltd.)

Lead Manager

First Boston, Co.

Ssangyong Investment & Securities Co.

Co-Manager

IFC, Lhman Brothers
KASI, Daewoo Securities
Co. (second)

Kleinwort Benson, Lucky Securities Co.,
Banque Bruxelles Lambert, Banque
Indosuez, Deutsche Bank Aktiengesell
Schaft, Swiss Bank Corp.

Investment
Advisor

Daewoo Research Institute

Lucky Economic Research Institute
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COMPARISON OF TERMS AND CONDITIONS IN

CBS

ISSUED BY

KOREAN COMPANIES
TABLE

Terms

Sam Sung
Electronics Co.

4

Daewoo Heavy
Industries Co.

Yukong Co.

Issue Date

12/19/1985

5/23/1986

7/15/1986

Amount

US $20 Mil.

US $40 MU.

US $20 Mil.

Maturity Date

12/31/20C00

12/31/2001

12/31/2001

Coupon Rate

5%
,r

3%
,t.

3%

Conversion
Premium

basic stock price)

Beginning of
Conversion
Period

At any time on or
after whichever is
the later of

Same as left

Same as left

a. 10/19/1987

a. 11/23/1987

a. 1/15/1988

b. The date of
government's
permission for nonresident's direct
investment in
Korean securities

b. Same as left

b. Same as left

Issuing Market

Eurodollar market

Eurodollar market
& Yankee bond
market

Eurodollar market

Issuing Type

Public offering

Public offering in Euro
market/private offering
in Yankee market

Public offering

Listing

Luxembourg Stock
Exchange

Same as left

Same as left

Lead Managers

S.G. Warburg & Co.
Goldman Sachs Int'l
Corp.

Nomura Int'l Ltd.
Goldman Sachs Int'l
Corp.
Daewoo Securities

Goldman Sachs Int'l
Daiwa Europe Ltd.
Ssang Yong Investment
& Securities Co.

2Anw- iAnnO
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50%

55%

